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May  9,  2007 

San  Francisco  Public  Utilities  Commission 
1155  Market  Street,  11th  Floor 
San  Francisco  CA,  94103 

President  and  Commissioners: 

The  Office  of  the  Controller  (Controller)  presents  its  report  concerning  the  concession 
review  of  the  Crystal  Springs  Golf  Course  (golf  course).  Crystal  Springs  Golf  Partners, 
L.P.  (Crystal  Springs)  has  a lease  with  the  Public  Utilities  Commission  (PUC)  of  the  City 
and  County  of  San  Francisco  to  operate  the  golf  course. 

Reporting  Period:  January  1 , 2004,  through  December  31 , 2005 

Rent  Paid:  $2,415,022 


Crystal  Springs  correctly  reported,  in  all  material  respects,  gross  revenues  of 
$10,225,584.  However,  because  the  PUC  incorrectly  calculated  annual  increases  to 
Crystal  Springs’  base  rent,  it  owes  an  additional  $9,251  in  rent. 

Respectfully  submitted, 


Results: 


Noriaki  Hirasuna 
Director  of  Financial  Audits 


-554-4542 


FINANCIAL  AUDITS 

City  Hall  • 1 Dr.  Carlton  B.  Goodlett  Place  • Room  476  • San  Francisco  CA  94102-4694 


FAX  415-554-7664 


3 1223  07661  8728 


INTRODUCTION 


BACKGROUND 

The  Public  Utilities  Commission  (PUC)  of  the  City  and  County  of 
San  Francisco  entered  a 20-year  lease,  commencing  April  1, 

1997,  with  Crystal  Springs  Golf  Partners,  L.P.  (Crystal  Springs)  to 
operate  the  Crystal  Springs  Golf  Course  (golf  course)  in  San 
Mateo  County,  on  land  owned  by  the  PUC. 

The  lease,  which  was  amended  in  2003,  requires  Crystal  Springs 
to  pay  the  PUC  the  greater  of  a minimum  annual  base  rent  or 
percentage  rent  equaling  8 percent  of  gross  revenues  from.food, 
beverage  and  merchandise  sales,  plus  30  percent  of  gross 
revenues  from  all  other  sources  up  to  a threshold  of  $3,710,000, 
and  65  percent  for  revenues  exceeding  the  threshold.  The  base 
rent  is  to  be  increased  annually  in  line  with  changes  to  the 
Consumer  Price  Index  for  all  urban  consumers  for  the  San 
Francisco-Oakland-San  Jose  Area  (CPI).  In  addition,  Crystal 
Springs  is  required  to  make  contributions  into  a capital 
improvement  fund  to  be  used  for  the  repair  and  replacement  of 
capital  items,  and  for  improvements  to  the  golf  course.  The  PUC  is 
also  required  to  make  contributions  to  this  fund1.  The  lease 
amendment  requires  Crystal  Springs  to  spend  at  least  $2  million 
on  capital  improvements  after  June  1 , 2003. 

The  lease  also  requires  Crystal  Springs  to  submit  to  the  PUC  a 
detailed  annual  accounting  of  gross  revenues  audited  by  an 
independent  certified  public  accounting  firm  (CPA).  Crystal 
Springs  submitted  CPA  reports  of  audited  gross  revenues  for 
2004  and  2005. 

SCOPE  AND  METHODOLOGY 

The  purpose  of  this  review  was  to  determine  whether  Crystal 
Springs  complied  with  the  reporting  and  payment  provisions  of  its 
lease.  Our  review  covered  the  period  from  January  1 , 2004, 
through  December  31,  2005. 

To  conduct  the  review,  we  examined  the  applicable  terms  of  the 
lease  and  the  adequacy  of  Crystal  Spring’s  procedures  for 
collecting,  recording,  summarizing,  and  reporting  gross  revenues 
to  the  PUC.  We  assessed  whether  we  should  conduct  a separate 
review  of  Crystal  Springs’  reported  revenues  by  evaluating 


1 The  PUC  is  required  to  make  contributions  in  the  form  of  monthly  rent 
credits  equaling  2 percent  of  gross  revenues,  up  to  a maximum  of 
$500,000,  which  Crystal  Springs  deposits  into  the  capital  improvement 
fund. 
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whether  the  audits  performed  by  the  independent  auditor  were 
adequate.  In  doing  so,  we  reviewed  the  audit  reports  to  determine 
whether  the  audits  complied  with  the  requirements  specified  in  the 
lease,  and  verified  that  the  revenues  reported  to  the  PUC  agreed 
with  the  revenues  reported  by  the  independent  auditor.  Further, 
we  interviewed  independent  auditor  staff  and  examined  their  audit 
workpapers,  and  performed  any  additional  test  work  we  deemed 
necessary. 

We  did  not  review  contributions  to,  or  expenditures  from,  the 
capital  improvement  fund  for  compliance  with  lease  terms,  nor  did 
we  conduct  a review  of  golf  course  operations. 
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RESULTS 


CRYSTAL  SPRINGS  CORRECTLY  REPORTED  REVENUES 
BUT  THE  PUC  UNDERBILLED  RENT 

Crystal  Springs  Golf  Partners,  Inc.,  correctly  reported,  in  all 
material  respects,  gross  revenues  for  the  Crystal  Springs  Golf 
Course.  However,  because  the  PUC  incorrectly  calculated  annual 
increases  to  the  base  rent  and  underbilled  rent  by  $9,251,  Crystal 
Springs  owes  this  amount  in  additional  rent. 

The  lease  requires  that  the  base  rent  be  increased  annually  in  line 
with  changes  to  the  CPI.  However,  the  PUC  incorrectly  used  the 
February  CPI  when  calculating  increases  to  the  base  rent  for  2004 
and  2005.  The  lease  requires  that  the  CPI  most  immediately 
preceding  the  adjustment  date  be  used.  Since  the  annual 
adjustment  date  is  June  1,  the  PUC  should  have  used  the  April 
index,  the  index  most  immediately  prior  to  June.  The  table  below 
shows  the  additional  rent  owed,  as  well  as  the  gross  revenues  and 
rent  paid  for  the  review  period. 


TABLE 


Gross  Revenues  Reported  and  Rent  Paid 

Reporting  Period 

Gross 

Revenues 

Reported 

Rent 

Paid* 

Additional 
Rent  Due 

January  1, 

2004,  through  December  31, 2004 

$5,068,880 

$1,201,400 

$2,100 

January  1, 

2005,  through  December  31 , 2005 

5,156,704 

1,213,622 

7,151 

Total 

$10,225,584 

$2,415,022 

$9,251 

‘Crystal  Springs  paid  only  the  base  rent  because  the  base  rent  exceeded  the  percentage  rent  for  both  years. 


RECOMMENDATIONS 

We  recommend  that  the  PUC  take  the  following  actions: 

1.  Bill  and  collect  $9,251  in  underpaid  rent.  In  addition,  calculate 
any  underpaid  rent  for  the  period  subsequent  to  the  end  of  the 
review  period,  and  bill  and  collect  any  additional  amounts 
owed. 

2.  Use  the  correct  CPI  when  calculating  future  annual  increases 
to  the  base  rent. 
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We  conducted  this  review  in  accordance  with  generally  accepted 
government  auditing  standards.  We  limited  our  procedures  to 
those  area  specified  in  the  scope  and  methodology  section  of  this 
report. 


Staff:  Robert  Tarsia,  Financial  Audit  Manager 
Kathy  Buckley 
Lorita  Chung 
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PUBLIC  UTILITIES  COMMISSION 
RESPONSE  TO  THE  AUDIT: 


San  Francisco  Public  Utilities  Commission 

1145  Mariiet  St.,  5ih  Floor,  Sail  Francisco,  CA  94103  * Tel.  (415)  473-5210  * Fax  (415)  487  5200 


April  26,  2007 


GAVIN  NEWSOM 
MAYOR 


RYAN  l.  BROOKS 
PRESIDENT 

ANN  MOLLERCAEN 
Vice  PRESIDENT 

£.  DENNIS  NORMANDY 
ADAM  WERBACH 
RICHARD  SKLAR 

SUSAN  LEAL 

GENERAL  MANAGER 


Mr,  Robert  J.  Tarsia 

Financial  Audit  Manager 

City  and  County  of  San  Francisco 

Office  of  the  Controller  - City  Services  Auditor  Division 

Financial  Audits 

Room  476  City  Hall 

San  Francisco,  CA  94102 


Dear  Robert: 


We  have  reviewed  the  draft  report  prepared  by  your  office  on  your 
review  of  Crystal  Springs  Golf  Partners,  LP.'s  lease. 

Please  be  advised  that  we  are  in  agreement  with  your  report. 

If  you  have  any  questions,  please  call  me  at  (415)  487-5211  or 
Bernie  Higgins  at  (415)  487-5213. 


Sincere!y( 


Garrett  M.  Dowd 
Director 

Real  Estate  Services 
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This  page  intentionally  left  blank. 


cc:  Mayor 

Board  of  Supervisors 
Civil  Grand  Jury 
Public  Library 
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CITY  AND  COUNTY  OF  SAN  FRANCISCO  - CONTROLLER’S  OFFICE 


We  want  your  feedback! 

Please  use  the  following  web  link  - or  fill  out,  detach  and  mail  the  attached  card 
to  let  us  know  your  thoughts  on  this  report. 


Option  1:  Web 

http://co.sfqov.orq/controller/feedback/?id=617 
The  feedback  link  is  listed  with  the  report. 

Option  2:  Mail 

Just  fill  in  the  card  below,  fold  this  in  half  and  mail! 

Option  3:  Phone 

Call  the  Controller’s  Office  at  415-554-7500  and  we  will  take  your  feedback  over 
the  phone. 


Report:  Public  Utilities  Commission-  Concession  Review  of  Crystal  Springs  Golf  Partners, 
L.P. 


Thank  you  for  your  feedback! 


Fold  along  the  dotted  line  and  mail! 


I am  a: 

O San  Francisco  Resident 

□ Media  Reporter 

□ City  of  San  Francisco  Employee 


O Resident  of  Another  City: 
O Other: 


Flow  do  you  rate  this  report? 


Significance  of  topic 
Clear  & concise 
Objective  & fair 
Useful 

Overall  Report  Quality 


Very 

Good 

□ 

□ 

□ 

□ 

□ 


Good 

□ 

□ 

□ 

□ 

□ 


Neutral 


□ 

□ 

□ 

□ 

□ 


Poor 

□ 

□ 

□ 

□ 

□ 


Very 


Poor 

□ 

□ 

□ 

□ 

□ 


Comments: 


For  a complete  list  of  our  reports,  visit  our  website  at  http://www.sfqov.org/controller 


Thank  you! 


BUSINESS  REPLY  MAIL 

FIRST-CLASS  MAIL  PERMIT  NO.  22970  SAN  FRANCISCO.  CA 


POSTAGE  WILL  BE  PAID  BY  ADDRESSEE 


OFFICE  OF  THE  CONTROLLER 
CITY  & COUNTY  OF  SAN  FRANCISCO 
875  STEVENSON  RM  125 
SAN  FRANCISCO  CA  94103-9576 


i fata  completed  mrvay  I 
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